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THE object of the series of handbooks that is being 
published under heading of The Accountants' 
^ LriBRARY is to provide, at a reasonable price, detailed 

information as to the most approved methods of keeping 
accounts in relation to all the leading classes of industry whose 
books call for more or less specialised treatment. No such 
series has hitherto been attempted; but there exist, of course, 
numerous separate works dealing with the accounts of one par- 
ticular class of undertaking. These separate works are, 
however, for the most part either too expensive, or too superficial 
to answer the purpose that is particularly aimed at by The 
Accountants' Library, which is intended to supply the student 
^ with that specialised information which he may require, while at 

the same time affording to the trader, banker, or manufacturer 
^^ who is not in a position to secure the fullest information for his 

purpose, knowledge which can hardly fail to be of the very 
^: greatest assistance to him in the correct keeping of his accounts, 

^ upon a system specially adapted to his requirements, and there- 

^ fore involving a minimum expenditure of labour. It is expected 

^ that the series will also be found of material assistance to book- 

keepers of all classes. 

Without aiming at giving an exhaustive account of the 
manner in which each separate business is conducted, the techni- 
<:al points in connection with each industry will receive as much 
attention as is necessary in order fully to elucidate the system 
of accounts advocated, while each volume will be the work of 
one who has made that particular class of accounts more or less 
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a speciality. It is obvious, however, that to enable the neces- 
sary ground to be covered in the space available, it is incumbent 
to assume upon the part of the reader a certain knowledge of 
general bookkeeping. The extent of the knowledge assumed 
will vary according to the nature of the class of accounts con- 
sidered. For example, in the volumes on " Bank Accounts " and 
" Shipping Accounts " a thorough acquaintance with ordinary 
double-entry bookkeeping is not unnaturally assumed; but in 
the case, for instance, of " Auctioneers' Accounts," " Domestic 
" Tradesmen's Accounts," and other similar volumes, such ex» 
planations are included as will enable the ordinarily intelligent 
reader fully to grasp the methods described even although his 
knowledge of bookkeeping may be of an elementary description. 
These explanations are, doubtless, superfluous as far as 
accountants are concerned, but are necessary to make the 
volumes of value to the majority of those specially engaged in 
these particular industries. 

To subscribers for the whole series it may be added that, 
when completed, it will form a most valuable and practically 
complete library, dealing, at the hands of specialists, with prac- 
tically every class of accounts, and illustrating the application 
of the theory of double-entry as described in general works on 
bookkeeping. 

In order to carry out this scheme, arrangements have 
already been completed for books dealing with the following^ 
subjects : — 

Agricultural Accounts. Building Societies' Accounts. 

Auctioneers' Accounts. Co-operative Societies' Accounts. 

Australian Mining Accounts. Cotton Spinners' Accounts. 

Bank Accounts. Drapers' Accounts. 

Bookkeeping and Accounts for Domestic Tradesmen's Accounts. 

Grain, Flour, Hay, Seed, Engineers' and Shipbuilders' 

and Allied Trades. Accounts. 

Builders' Accounts. Gas Accounts, 
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Hotel Accounts. 
Mineral Water Accounts, 
Pawnbrokers' Accounts, 
Polytechnic Accounts. 
Printers' Accounts. 
Publishers ' A ccoun ts. 



Shipping Accounts, 
Solicitors' Accounts. 
Stockbrokers' Accounts, 
Tailors' Accounts, 
Theatre Accounts. 
Wine Merchants' Accounts, 



Arrangements for dealing with other subjects are now in 
progress, ^nd the Editor wishes to add that he will be glad 
to receive suggestions and offers from accountants of experience 
for the undertaking of volumes not yet announced. 



34 Moorgate Street, 

London, £.C 

August 1902. 
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SOLICITORS' ACCOUNTS. 



CHAPTER I. 



PRELIMINARY. 



The transactions between Solicitors and their Clients are, 
from a bookkeeping point of view, of a comparatively simple 
nature. They involve the receipt and payment of moneys on 
behalf of Clients ; the undertaking of work on behalf of Clients, 
for which a charge has to be made ajid recovered ; and the 
incurring of various forms of expenditure, some of which are 
directly recoverable from Clients, while others are a general 
charge upon the profits of the business. There is nothing in 
these transactions that calls for any intricate or complicated 
system of bookkeeping, but, at the same time, it is especially 
desirable in connection with Solicitors' Accounts that the books, 
such as they are, should be accurately and systematically kept 
and invariably written up close to date. 

The main distinction between the accounts of Solicitors and 
the simplest form of ordinary commercial accounts lies in the 
fact that probably the majority of the sums received and paid 
away are so received and paid in trust for others. It thus 
becomes important not merely that the records should be kept 
with especial accuracy, but also that the moneys received in 
trust should be kept separate from the Solicitor's own moneys, 
and maintained intact, subject only to the reduction of such 
payments as may properly be made thereout. Had this hand- 
book been written some few years ago it might have been 
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necessary to advance arguments in support of this view of the 
importance of keeping trust moneys separate, but the events of 
recent years have so prominently drawn attention to the 
impropriety of any other method of bookkeeping that it is 
thought to be hardly necessary to seriously discuss the general 
principle involved. For present purposes it will, it is thought, 
be sufficient to refer to the report of the Special Committee of 
the Incorporated Law Society which was appointed in April 
1 900 to enquire into the best means of protecting Solicitors and 
the public against such malpractices as had (then) recently been 
disclosed. This report deals with several matters other than the 
one now under consideration, but it is thought desirable to 
reproduce the recommendations with regard to accounts in full, 
as these cannot fail to carry authority by reason of the 
representative character of the Committee appointed. 

The recommendations referred to are a^ follows : — 

" It is, of course, merely a truism to say that in every well- 
conducted business proper accounts should be kept, and yet the 
Committee have reason to beheve that amongst some Solicitors 
there is considerable laxity and carelessness in this respect. It 
is equally a truism to say that no accounts, however perfect, are 
a protection against designed dishonesty ; but proper accounts, 
regularly and carefully kept, and periodically made up and 
audited, and a Balance Sheet prepared, are some safeguard both 
to the Solicitor himself and his Clients. Carelessness in this 
respect, without any intention of dishonesty, produces confusion, 
which, under certain circumstances, may drift into dishonesty. 

" Trust Accounts can, with few exceptions, always be kept at 
a bank in the name of the Trustees, and whenever possible this 
should be done. It enables a Solicitor to relieve himself from 
the responsibility of holding the money or securities belonging 
to the trust. 

*' In all trusts of any magnitude or complexity it is very 
desirable that the accounts should be periodically audited; and to 
guard against any danger of the expense of such audit falling 
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upon the Trustees it is desirable that provisions should be intro- 
duced into wills and settlements, authorising Trustees to have 
such audit made at the expense of the estate. 

" It is not necessary, nor is it good practice, that Solicitors 
should (except, perhaps, in some very rare cases) hold money 
belonging to their Clients for any lengthened period. It should 
be paid to the Client's banking account, or deposited in his 
name. It is important for Solicitors to rememba: that they are 
not bankers, and ought not to make use of their Clients' money 
in their hands. Where accounts are properly and carefully kept, 
the books speak for themselves, and there is no absolute necessity 
for any separate banking account to secure this, but many 
Solicitors do keep a banking account separate from their own, 
and identified as a Trust Account, to which they place all money 
in their hands belonging to their Clients ; and in the opinion of 
the Committee it is very desirable that, as far as possible, this 
course should be adopted in addition to the careful keeping of 
accounts. It may be said that with a dishonest man this course 
will not prevent misappropriation, and the observation is true, 
but it is a protection against himself to a man who may be 
careless but does not intend to be fraudulent." 

It will be seen that the Committee has felt it necessary, not 
merely to draw attention to the desirability of Trust Accounts 
being systematically kept, but has also felt called upon to 
emphasise the due importance of accurate and regularly, 
balanced accounts generally. A perusal of these pages will, it 
is hoped, suffice to show that, so^far from adding complications 
or increasing work, an accurate and reliable system of accounts 
very materially tends to simplify matters, and to reduce 
the amount of time occupied on accounts, not merely by 
subordinates, but also by the principals themselves. 

It need hardly be said that no one system of accounts that 
could be devised would be equally useful to every conceivably 
different type of practice. The underlying principles will, of 
course, be identical in all cases, but the simplest means of 
achieving the required end will naturally depend to a large 



4 SOUCITORS ACCOUNTS. 

extent upc>n the ciroiunstances of each particular case. The 
chief factor of difference will, however, in all cases be the 
magnitude of the transactions, and for that purpose practices 
may be conveniently classified into — 

(a) SmalK 

(l^) Medium-sized, 

{c) Large, 

according to whether the accounts will be kept wholly (or 
chiefly) by i>ne of the principals ; by one bookkeeper, combining 
the functimis of cashier and bill clerk ; or by several book- 
keepers. The special requirements of each of these classes will 
be consitlered in detail later, but for the moment it will suffice 
to iniiicate the general lines which the records should in every 
instance preserve. First and foremost, there must be an 
accurate record of all moneys received and paid, the moneys 
received t)n account of clients, and the payments on their behalf 
out t)f the moneys so received, being kept separate from the 
general moneys of the firm. In the second place, there must 
be a systematic record of the work done on behalf of Clients, 
from which the Bills of Costs can be prepared. In the third 
place, there must be an equally systematic and reliable record 
of all expenditure paid or incurred on behalf of Clients, or on 
behalf of the business generalty. And, finally, there must be 
Ledger Accounts showing the position of the firm with regard 
to each separate Client, and also accounts properly analysing 
and classifying the various items of income and expenditure. 
Even in a large practice the number of different books required 
need not be large, and it will therefore be convenient to, in the 
first instance, describe a complete system of accounts which 
will be found adequate to all requirements, indicating from 
time to time the various simplifications that might occasionally 
be introduced with advantage in the case of medium-sized or 
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small concerns. That the reader may obtain at the outset a 
general idea of the scheme proposed, however, the following 
brief sunmaary of the system advocated is included in the 
present chapter. 

Oroup I. Bills of Costs.— 

m 

Daily record of work done on behalf of Clients recorded in — 

(a) Diaries or Daily Sheets, 
(^ Call Book, 

(c) Press-copy Letter Book. 

Written up daily in — 

(d) Draft Bills of Costs in respect of each matter. 

P'or purposes of reference each Draft Bill when commenced 
is entered in — 

(e) Index to Draft Bills, 

which also shows the date when the Bill is completed and 
■delivered. 

The first book of account, properly so-called, is — 

(/) Bills Delivered Book, 

which in some cases may be further amplified so as to serve as 
a Tabular Ledger as well. In any event, however, 

(g) Clients' Ledger 

will be required in addition. 

<jroup llr Disbursements. — 

In connection with this group, each book is a book of 
account. 

(h) Petty Cash Book 
records all payments made other than by cheque, whether on 
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behalf of Clients or for business expenses. These are posted 
up to the various accounts concerned in — 

(i) Disbursements Ledger, 

while all expenses which have to be charged up, and which 
have not been actually paid, are recorded through — 

(;) Disbursements Journal. 

A separate account should be provided in the Disbursements 
Ledger for each Client, and when a Bill of Costs is» rendered 
to that Client the total disbursements incurred on his behalf 
are included in the Bill and written off in the Disbursements 
Ledger. 

In the case of small businesses this group may be omitted, 
or considerably restricted, the necessary entries being made 
through the General Cash Book direct into the Clients' Ledger. 

Group III. General Books.— 

These comprise — 

(k) General Cash Book, 

recording all receipts and payments of money other than on 
account of special trust funds, or of petty cash ; 

(/) Private Ledger. 

It will be seen that the total number of books would be 
about four in the case of small practices, and seven in the case 
of the largest, and it must be admitted that in neither case are 
these numbers excessive. 



CHAPTER II. 



THE CASH BOOK. 



Attention has already- been drawn to the recommendation 
of the Special Committee of the Incorporated Law Society that 
Trust Accounts can, with very few exceptions, be kept at a 
bank in the name of the Trustees, and whenever possible this 
should be done. In the case of continuing trusts — or, indeed, 
of any trust, save where the amount involved is trifling, and the 
trust is likely to be of quite short duration — every argument is 
undoubtedly in favour of a separate banking account being kept 
in respect of the transactions. By this means alone a Solicitor 
can be absolutely certain that under no conceivable circum- 
stance will he find himself in the position of having mixed up 
trust with other funds; while from a bookkeeping point of 
view, if the transactions in respect of each trust are separately 
banked, the account-keeping in respect of those trusts is 
reduced to a minimum. In the great majority of cases the 
only account required is a Cash Account, which will then be a 
copy of the Bank Pass Book, while difficult, confusing, and 
troublesome " cross-entries " in the books of the firm are 
entirely avoided. Whatever may be received on account of each 
trust is paid in to a separate account to the credit of that trust, 
and whatever payments fall to be made out of those trust moneys 
are made by cheques drawn upon that special account. This 
applies even to the payment of the Solicitor's own costs, which 
will then be treated in his books upon precisely the same 
footing as those due from any other Client. 
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But although it is practicable, and most desirable, that each 
separate trust should be kept absolutely separate upon the lines 
already indicated, this precaution will not of itself safeguard 
the Solicitor from unconsciously mixing up Clients' moneys 
with his own upon all occasions. Solicitors are frequently 
receiving moneys, to be applied to special purposes, which must 
of necessity Tremain in their hands for a few days or weeks, and 
it goes without saying that it would not be practicable to open 
a separate banking account in respect of each separate one of 
these numerous transactions. On the other hand, it is mani- 
festly undesirable that these moneys should be paid into the 
credit of the firm's own banking account. Under these 
circumstances most Solicitors will require to keep at least two 
General Bank Accounts, one for their own moneys, and another 
for those moneys of their Clients which remain in their custody 
from time to time, and which do not relate to any specific trust 
estate. This " Clients' Account " should, where possible, be 
kept at a different bank, partly with a view to avoiding any 
possible claim that the firm's bankers might have to a lien upon 
the balance, and partly because, if separate paying-in books and 
cheque books are employed, there is less risk of confusion 
arising through moneys being paid into, or drawn out of, the 
wrong account. It is a convenience if the cheque books used 
by the two banks are of different colours, and it would facilitate 
the entering up of the Cash Book if the columns devoted to the 
records of each bank were ruled in coloured inks similar to 
those employed for the cheques. The following is the form of 
Cash Book recommended for general purposes : — 
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It will be seen that a Cash Book kept upon these lines shows 
separately the balance at the firm's bankers, and the balance to 
the credit of Clients' Account. By this means a Solicitor can at 
any time ascertain the amount of his own moneys that is avail- 
able to meet expenditure, while it becomes physically 
impossible for him to inadvertently draw upon Clients' moneys 
for his own needs. The actual moneys being thus kept separate, 
the receipts and payments upon both accounts may be posted 
indifferently to proper accounts in the Clients' and Private 
Ledgers; but in the case of large businesses it will be con- 
venient to provide separate columns for the posting into each 
separate Ledger, in order to facilitate the sectional balancing 
of the books. 

It need hardly be added that the receipts and payments on 
Clients' Account should be kept posted up from day to day, 
and no Clients' Account should under any circumstances be 
allowed to become overdrawn. This is important, as the effect 
of allowing an account to become overdrawn is to lend the money 
of one Client to another without his authority. If the Solicitor 
likes to make advances on behalf of his Clients, such advances 
should be made by cheques drawn on his own account, and not 
by cheques drawn on his Clients' Account. 

It need, perhaps, hardly be added that all moneys received 
should invariably be banked in the course of the same day, and 
all payments recorded in the Cash Book should be made by 
cheque on one or other of the two Bank Accounts. Wherever 
cash payments are absolutely necessary, they should be made 
through the Petty Cash Book, save in the case of large sums 
required for completions, &c., and these sums should be pro- 
vided by cashing an open cheque which has been drawn for the 
exact amount required. If the exact amount is not known, the 
cheque may be drawn for something in excess of the expected 
requirements, and the particulars (when ascertained) entered 
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on the counterfoil of the cheque, the excess being subsequently 
paid again into the Bank Account. In the pro forma Cash 
Book shown on page 9 a transaction of this description is 
indicated. 

A Solicitor should always be ready to produce proper 
vouchers in support of all payments that he may debit to his 
Clients. Vouchers should therefore always be obtained, and 
systematically numbered and filed away. When preparing a 
Cash Account in respect of each separate matter, it then 
becomes quite simple to refer to the Cash Book for the 
numbers of the vouchers required, and to get them out and 
attach them to the account that is to be submitted for inspec- 
tion. Of course, in many cases vouchers will not be called 
for ; but the bookkeeper should always be ready to supply them, 
not merely for the satisfaction of Clients, but also for the 
inspection of his principals or the auditors. 

It has already been pointed out that where a special bank- 
ing account is opened in respect of one particular matter, the 
Pass Book itself contains a complete record of all the transac- 
tions occurring therein. It is, however, as a rule desirable that 
a more detailed account should be kept up from day to day, 
so as to be immediately available at any time. It is therefore 
suggested that a special Cash Book should be kept in respect 
of each such matter, containing full particulars of all receipts 
and payments and references to the necessary vouchers in 
support thereof. Two great advantages of this system — ^in addi- 
tion to those already indicated — are, that the accounts in 
respect of these estates can then be submitted to an independent 
audit without any disclosure being made of other matters ; the 
bookkeeping of the firm is materially simplified, the auditor's 
work lessened, and the audit fee to a corresponding extent 
reduced. 
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The cash records of the business must in all cases be full and 
complete. That being so, they do not vary materially, how- 
ever large or small the business itself may be. In the case of 
\Gxy large concerns, however, where a great number of Clients' 
Accounts are involved, it becomes very desirable to provide a 
form of Cash Book which would allow of each Ledger being 
separately balanced, with a view to " localising " any mistake 
that may happen to have been made in the posting. To enable 
this to be done separate columns must be provided for the items 
posted into each Ledger that may be in use. The following 
example shows a form of Cash Book suitable where there are 
two Clients' Ledgers and a Private Ledger. It will be seen 
that the addition of these columns in no way takes away the 
clearness of the record of the balance standing upon each Bank 
Account, while the manner in which the additional columns are 
utilised to enable the Ledgers to be balanced separately will 
be most conveniently described when considering the Ledgers 
themselves : — 
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CHAPTER III. 



DISBURSEMENTS. 



This department includes not merely those charges made to 
Clients with a view to recouping out-of-pockets, but also all 
small payments made on account of general expenses, the 
precise point of division being that whereas all payments made 
by cheque are recorded through the Cash Book, all payments 
made by cash are passed through the Petty Cash Book into the 
Disbursements Ledger.* 

The most convenient form of Petty Cash Book will depend to 
a large extent upon circumstances. Generally speaking, however, 
it will be found desirable to post up all payments made on 
account of Clients in detail, and to provide three or four 
Analysis columns for the " dissection " of establishment 
charges. Occasionally, however, it will be found convenient to 
provide a special Analysis column for the disbursements on 
account of a particular Client (when, for example, these are 
especially numerous), as by this means much detailed posting 
may be avoided, while the Petty Cash Book will at all times 
afford full particulars of the items. As a rule, however, special 
columns for each Client's accounts are not recommended, save 
where the matter is in the nature of a regular appointment — e,g., 
the secretaryship of a company. 

The following specimen ruling is recommended for normal 
purposes : — 

 In exceptional cases it may be convenient to pay an account outstanding in'sthe 
Disbursements Ledger by cheque. In such a case the cheque should be passed 
through the Petty Cash Book on both sides — as a receipt from " Cash " and as a 
payment to the creditor concerned. 
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It will be seen upon reference to the preceding example that 
those expenses which are not debited to creditors or Clients in 
detail are posted to the debit of accounts in the Disbursements 
Ledger in monthly or other periodical totals, so that from time 
to time every payment is posted (either in detail or in total) to 
the debit side of the Disbursements Ledger. In order that the 
accuracy of these i>ostings may be tested, the total payments 
should be posted to the credit of an Adjustment Account in 
the Disbursements Ledger, as by this means the double-entry 
record in that Ledger is kept complete, and so a Trial Balance 
can.be extracted which at any time should agree. It is recom- 
mended that the Disbursements Ledger be balanced at least 
monthly, and in the case of large businesses where the number 
of transactions involved is very numerous the totals should be 
posted and the Ledger balanced at intervals of a week. 

The only other entries into the Disbursements Ledger would 
be through the Disbursements Journal. This is a Journal of 
the ordinary type, which serves three purposes, (a) to record 
charges against Clients which are not accompanied by a corre- 
sponding immediate payment, as, for instance, when parch- 
ments, forms, &c., are used on their account ; (b) to record mis- 
cellaneous liabilities incurred in respect of stationery and the 
like, which are not paid for at the time (it will frequently be 
found convenient to ignore these liabilities until they are 
actually paid, except at balancing time, when the total amount 
of all outstanding accounts must be brought into the books, and 
the various nominal accounts concerned debited) ; (c) to write 
off the balances standing to the debit of Clients in this Ledger 
when these charges are included in their respective Bills of Costs 
and the Bills rendered. In order to preserve the double-entry 
the corresponding debit for balances so written off when the 
Bills are rendered must be niade to the Adjustment Account. 
An example of this Adjustment Account is given below, which 
will enable the exact working to be readily followed : — 
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The fro forma Disbursements Journal shown on page 
35 contains examples of each of the various classes of entry 

already indicated. 

• 

In all but the smallest businesses it is suggested that the 
balance of advantage and convenience is greatly in favour of a 
separate " group " of books being kept for the record of Dis- 
bursements ; but in the case of quite small practices the 
following simplified method may be found more convenient. 
The Petty Cash Book to be kept as before explained, but the 
postings made direct to the Clients' and Private Ledgers, 
instead of through the Disbursements Ledger. If this plan be 
adopted, it will be found convenient to provide double columns 
to the Clients' Ledger Accounts, posting the disbursements into 
the inner column, and only extending tKem when the Bill of 
Costs is delivered, as shown in the following example : — 



SOLICITORS ACCOUNTS. 



19 






73 O 
en O 

M 



CO 



CO 



O 
O 

M 






< 

H 

;^ 
W 

o 



o 

O (U 



s^ 



•a 00 

CO u-j to 

10 »-' 



O 
O 

M 
VO 



TD VO VO 
CO M ro 



)< 

Q 





N 


M 


Tl- 




-^ 0^ t^ 




• 


• 


• 




• 


• 


i 






CO 







• 


^'O 




• 


0) 


G 






U^ 


£ 






ao 


CO 






<U 


cd 






rn 


» 




CO 


CI 


CO 
■t-i 




i_i 


9 


CO 




ei 










feOU 













H 


•% 


•» 







N VO 


N 


N 


N 







^^ 






0^ 


T. 




>> 


M 


ex, 
< 







CHAPTER IV. 



BILLS OF COSTS. 



It is not until a Bill of Costs has been delivered that it takes 
its place as an item in the effective system of double-entry 
bookkeeping, but the importance of the preliminary records 
being accurately and systematically kept cannot well be 
exaggerated. It is desirable that the Draft Bills should be made 
out as fully and completely as possible, not merely in order 
that the Solicitor may receive due benefit from all the work 
that he has performed, but also because, unless full particulars 
of that work are supplied, the Client may easily entertain quite 
a mistaken idea as to the reasonableness or otherwise of the 
amount charged. Moreover, in the case of a contentious busi- 
ness, where the costs have to be taxed, it is, of course, 
imperative that the fullest possible details should be available. 

These details may to a large extent be obtained from the 
Call Book and the press-copy Letter Books, showing respec- 
tively the persons who have been attended by members of the 
firm and principal clerks, and the letters that have been written ; 
but, apart from these, especial importance attaches to the 
Diaries or Daily Sheets kept by the partners and the various 
members of their staff. These should record in sufficient detail 
all the work that each has performed during the day. They 
should invariably be kept up from day to day, so that nothing 
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may be omitted, and should be sufficiently explicit to enable 
the Bills Clerk to grasp the nature of the proceedings, and so 
make the proper entries in the Draft Bills of Costs. Prior to 
doing this, however, the Bill Clerk should carefully check the 
Diaries against the Call Book and the press-copy Letter Books, 
with a view to seeing (as far as possible) that nothing has been 
omitted. 

The Draft Bill of Costs in respect of each matter should be 
kept quite separate, so that it may be added to from time to 
time as occasion may require, and it should, of course, contain 
full particulars of all work done from time to time and all dis- 
bursements incurred. The disbursements will be taken 
primarily from the corresponding account in the Disbursements 
Ledger, but an intelligent Bill Clerk will be able to perceive 
from the nature of the various entries whether all proper dis- 
bursements have been charged up, and by this means omissions 
may frequently be discovered before it is too late for them to 
be debited. Such omissions might arise either through a 
partner having made payments which he has omitted to get 
back from the Petty Cashier, or through the latter having 
omitted to debit a Client with Stationery, Forms, &c., used out 
of general stock. In some cases items will have been charged 
up in the Clients' Ledger direct. 

It has been already stated that the Draft Bill of Costs in 
respect of each separate matter ought at any time to show the 
actual costs incurred up to date. This, however, would be com- 
paratively valueless without a convenient system of reference. 
Accordingly all such Bills should be numbered and entered up 
under that number in the Index to Draft Bills, which may be 
conveniently kept in the following, or some similar, form : — 
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INDEX TO BILLS OF COSTS. 
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When a matter is completed and the Bill rendered, the Index 
should be marked accordingly, as shown above, and the Draft 
Bill filed away in its proper place, so as to reduce as far as 
possible the number of Draft Bills that have to be handled from 
day to day. The Drafts of Bills rendered must, however, of 
course be at all times available for reference, if required. 



It is usual to keep a press copy of all Bills of Costs that are 
sent out, and the practice is certainly one possessing many 
conveniences. Where, however, the drafts are complete it is 
not absolutely essential. In many cases, however, detailed bills 
will not be rendered at all, a smaller sum being accepted upon 
the understanding that a detailed Bill will not be asked for. 
Where this occurs a note to that effect should be made upon 
the Draft Bill, together with a memo, of the total actually 
charged. 
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All Bills as delivered should be entered up in a Bills Delivered 
Book, which, in its simplest form, follows the lines of a trader's 
Day Book. Such a form is given below : — 



BILLS DELIVERED BOOK for ""^"^^ ending... 

quarter 



19. 



Date of 
Bill 



Con- 
secutive 
No. 



Name of Client 



Address 



Matter 



Ledger 
Fo. 



Amount of 
Bill 



I s d 



The items in the above book are posted to the debit of the 
Clients' Ledger, and the monthly, quarterly, or half-yearly totals 
to the 'credit of Costs Account in the Private Ledger. For 
practical purposes, however, so simple a form is undesirable, 
as it is necessary not merely to deal with the total amount that 
the client is called upon to pay, but also with the dissection 
of that total into Costs and Disbursements. The simplest form 
likely to be of service, therefore, is the following, which might 
be used either with a separate Disbursements Ledger, or where 
the disbursements are recorded in an inner column in the 
Clients' Ledger. 
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BILLS DELIVERED BOOK for the £^2I^ ending 

quarter 



19, 



Date 

of 

Bill 
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a 
o 
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Matter 
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u'S 
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en V 

a w 



Disburse- 
ments 



Net 
Costs 



£ s d 



In the above form the total amount of the Bill (including Dis^ 
bursements) is still posted to the debit of the Client, but only 
the net costs are credited to the Private Ledger Account, the 
Disbursements being posted to the inner column on the credit 
side of the Clients^ Account if the double column Clients'" 
Ledger be used (so balancing the inner columns inter se), or 
to the credit of the Clients' Account in the Disbursements 
Ledger if that system be employed. In the latter event, ini 
order to <:omplete the double entry, the periodical total of Dis- 
bursements included in Bills must be posted to the debit of the 
Adjustment Account in the Disbursements Ledger. 
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Many Solicitors find that a considerable majority of the Bills 
which they send out are paid in a comparatively short space 
of time, while perhaps no further transactions will take place 
with the same Client in quite a considerable number of 
instances. Under the system so far described these practitioners 
would still require to open a separate account in the Clients' 
Ledger for each separate Client, and the amount of unneces- 
sary work this involved might easily be considerable. In such 
cases a tabular form of Bill Book is recommended, which com- 
bines with the functions of a Day Book those of a Ledger 
itself. Such a form as the following will, it is thought be found 
frequently a great convenience : — 
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It will be seen that, in the case of any Bill of Costs which is 
paid during the current financial period, it is unnecessary to open 
a separate Ledger Account if the above form of tabular Bill 
Book be used. All Bills, however, that are outstanding when 
balancing time comes must be transferred to the Clients' Ledger 
in the usual way. In addition, it need only be pointed out that, 
although no Ledger Account need be opened if the Bill of Costs 
be promptly paid, yet, if for any reason it is desired to open a 
Ledger Account for a Client, there is nothing in the form of 
ruUng provided which throws any difficulty in the way of this 
being done, nor is it necessary to wait until the end of the 
financial i>eriod. Those accounts which it is thought desirable 
to transfer to the Clients' Ledger may be transferred at any 
time, while those which it is thought will be settled up shortly 
may be kept open, so that if they are paid the Cash may be 
posted into the Bill Book, while if, after all, balancing time 
comes round before they are settled, they can then be taken into 
the Clients' Ledger. 

In some cases it may be thought desirable to provide an even 
longer interval between the rendering of a Bill and the necessity 
for opening a special account in the Clients' Ledger. In such 
cases it is recommended that the extended form of tabular Bill 
Book be employed, which is shown on page 43 in connection 
with the pro forma set of accounts worked in Chapter V. From 
a theoretical point of view this extension might be indefinitely 
continued, but for practical purposes it is thought that as a rule 
it is best to post outstanding Bills into the Clients' Ledger 
every time the books are balanced. 

If any form of tabular Bill Book be employed, an index 
should invariably be provided, so that the various transactions 
with each Client may be readily traced, even if they be scattered 
over a term of years. 
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Apart from the considerable saving of labour, one very 
material advantage of the tabular form of Bill Book is that it 
enables the collection of outstanding accounts to be very much 
more easily watched, either by the bookkeeper or the principals. 
On the other hand, if there are other transactions between the 
Solicitor and the Client beyond the Bill of Costs and its pay- 
ment, it is manifestly more convenient that they should all be 
focussed together into one Ledger Account of the ordinary type, 
even if a special remittance may happen to have been made to 
cover the Costs. 

Whatever form of Bill Book be adopted, it is very important 
to bear in mind that the^ total of the Bill rendered is not neces- 
sarily the amount to be entered in the Bill Book. The reason 
for this is that the amount due may include payments made on 
account of the CHent which are already debited to his account 
in the Clients' Ledger, or the amount due may have been 
reduced by sums received on account which have been credited 
in the Clients' Ledger. The amount to be entered in the Bill 
Book should be such a sum as will, when posted, make the debit 
balance standing on the Clients' Ledger Account equal to the 
sum actually due from him. 

Thus, suppose the Ledger Account of Alfred Jones & Co. to 
be as follows : — 



By, 



ALFRED JONES & Co. 



1901 
Oct. 16 



To Cash paid into 
Court 



i s d 
25 o o 



I90I 
Oct. 10 By Cash on Account 



Cy. 



i s d 
50 o o 
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The Bill of Costs shows that ^£42 9s. 76. is the net amount 
due from Alfred Jones & Co. when the matter is closed. 

At the foot of the Draft Bill of Costs the folloidng memo- 
randum should be made in red ink: — 

£ s d 
Total Amount due .. .. .. .. 42 9 7 

Add Amount received on Account . . . . 50 o o 



92 9 7 
Deduct Amounts already debited in Clients' Ledger 25 o o 



Amount to be now debited . . . . . . ^67 9 7 



The amount to be entered in the Bill Book is thus ^£6^ 9s. 7d., 
and when this has been entered up and posted, Alfred Jones & 
Co.'s Ledger Account will show a debit balance of ;£42 9S6 7d. 
— the amount for payment of which application is now being, 
made. 



CHAPTER V. 



LEDGERS.— PRO FORMA TRANSACTIONS. 



The detailed work in connection with the records of Cash, 
Disbursements, and Bills of Costs has now been considered. It 
remains, however, to be shown how these various records are 
marshalled together in the Ledgers so as to enable the usual 
Balance Sheet and Profit and Loss Account to be p)eriodically 
prepared. It is thought, however, that this portion of the 
system can be better shown by the aid of a short series of trans- 
actions, rather than by any verbal description. The following 
p'o -forma books are therefore given, such explanations as may 
5eem necessary being added in the form of foot-notes. 

On the 31st December 1901 the Balance Sheet of Messrs. 
Sharp & Telling stood as follows : — 
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S' SOLICITORS ACCOUNTS. 

It will be convenient to first consider the " group " relating 
to Disbursements. This comprises — 

Petty Cash Book. 
Disbursements Journal. 
Disbursements Ledger. 

Examples of each of these are given in the following pages, con- 
taining the pro forma transactions of Messrs. Sharp & Telling 
for the half-year ending 30th June 1902. 
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li6— *D1SBURSEMENTS JOURNAL. 

Dr. 



Cr. 



1902 
Feb. 12 



Mar. 31 



Stationery . . 

To Stylish & Co. 



Executors A. Pryde 
Sable & Walsh, Lim. 
To Stationery 



June 30 



June 30 



Stationery . . 

To Stylish & Co. 



Executors A. Pryde 
C. Walton . . 
B. Westcott 

To Stationery 



June 30 Executors A. Pryde 

To A. Jorkins 
„ W. Terrier 





£ s 


d 


£ s d 


12 
4 


4 12 

• • 


9 


4 12 9 


7 
8 


2 9 
4 16 


I 
4 




12 


• • 




755 


12 


15 12 


10 


• 


4 


 




15 12 10 


7 


I 17 


2 




10 


U 


5 




II 


2 4 


I 




12 


• • 




4 14 8 


7 
5 


25 4 

• • 





18 18 


6 


• • 




660 



* In practice these entries would of course be made from day to day, and 
in full detail. If the form of Bill Book shown on page 23 be used, 
the Disbursements, as charged up, must be passed through this 
Journal, as explained on that page. 



1 

DISBURSEMENTS 


LEDGER. 


INDEX. 
Ashstead, Edward 






FOLIO 
2 


Adjustment Account 
Frankfort, Herbert 






I 
3 


Jorkins, K.C.. Albert 
Pryde, Executors of A. (dec.) 
Sable & Walsh, Lim. 






5 

7 
8 


Slater & Cramp . . 
Stationery 
Stylish «& Co. . . 
Terrier, Wilberforce 






9 
12 

4 
6 


Walton, Cuthbert 






10 


Westcott, B. 






II 



^(S solicitors' accocxts. 

I tJt ADJUSTMENT 

u^.^ I s d 

June (o To Cash- -Salaries 94 75 o o 

' Uffice Expenses , 15 6 5 

, repaid Cashier .. 5 '7 9 

„ Hills Kendered B17 z6 8 » 

„ „ Stationery l-ii 12 4 4 

., ,, lialance down. viz. :—• 

L'eblors ^£38 19 10 

Creditors 40 iC 10 

_l '830 

I i"i53 o 2 



* Or the Debtors' and Creditors' balances miftht be 

J- /)•. EDWARD 

x-r^i . f s d 

Jan. ■> ToCash 03 o 10 6 

• Tbe Hills Ledger (from which these 
•- r>r Xt HERBERT 



,.«2 £ s d 

Miir is ToCssh 93 069 



STVLISH 

{ s d 

TnCssh 03 4 I* 9 

.. Balance down 15 12 10 

i'jo 5 7 
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ACCOUNT. 



1902 
Jan. I 
June 30 



By Balance* 
., Cash 



1902 I 
July I : By Balance down . . 



brought down upon opposite sides of the Ledger. 



Cr.—i 



94 



^ s d 

12 5 2 

140 15 o 



£153 o 2 



18 3 o 



ASHSTEAD. 



1902 
Jan. 21 



By Bill* 



Cr.—2 



£ s d 

B17 o 10 6 



items are posted) is shown on page 43. 



FRANKFORT. 



1902 
June 4 By BUI 



Cr.— 3 



£ s d 
B17 069 



& Co. 



1902 
Feb. 12 i By Stationery 
June 30 



»» 



11 



1902 
July I ' By Balance 



Cr. — 4 





£ 


s 


d 


116 


4 


12 


9 


»> 


15 


12 


10 


1 

1 


;f20 


5 


7 



15 12 10 



I 
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5-^''. 



ALBERT 



i s d 



6— Dr. 



*WILBERFORCE 



1902 
Mar. 6 
June 30 


To Cash 

,, Balance down 


93 


I s d 
660 
660 




;fl2 12 







* Counsel's Fees, if paid by cheque, would usually be 



-Dr. 



EXECUTORS OF 



1902 
Jan. I 

15 
Mar. 31 

June 30 
>» 


To Balance 

,, Cash 

„ Stationery 

„ ,, . . . . • • . . 
,, Counsel's Fees 

To Balance down 


93 
J116 

>» 


£ s d 

9 12 

15 19 4 
2 9 I 

I 17 2 
25 4 




£55 I 7 


1902 
July I 


55 I 7 



8— -Df. 



SABLE & 



1902 
Jan. I 
Feb. 22 
Mar. 31 



To Balance . 
,, Cash . 
„ Stationery 



93 
J116 



£ s d 

4 16 10 

5 12 6 
4 16 4 

/15 5 8 
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JORKINS, K.C. 



1902 
June 30 



By Executors — A. Pryde 



Cr-5 



J116 



£ s d 
18 18 o 



TERRIER. 



debited to Clients direct in the Clients' Ledger. 



CY.—6 



1902 

an. I 

\ une 30 


By Balance 

,, Executors — A. Pryde 

By Balance 


J116 


i s d 
660 
660 




;fl2 12 


1902 
July I 


660 



A. PRYDE (Dec), 



1902 
June 30 




Cr, 



£ s d 
55 I 7 



£55 I 7 



WALSH, LIM. 



Cr.—% 




SOUCITOSS' ACCOUNTS. 



I8 


To Balance 

,. Cash ; 


93 






U "9 '0 







1903 I 

May 3 I To Cash 
June 30 r ,, Stationery 



To Balance down 





94 


£ s d 
I 14 2 




^3 iS 3 




3 iS 3 



• The Balance of this , 



STATIONERY 



\2 1 To Stylish* Co 


.. i.li 


\. j ,. Cash 


94 1 3 iS lo 
' £M ^ 5 




1 



It should be translerred to the 
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CRAMP. 



Cr.—g 



1902 
Feb. 3 ' By Bill 



B17 



£ s d 

4 19 10 



/4 19 10 



WALTON. 



Cr- — 10 



1902 
June 4 By Bill 



B17 



£ s d 

5 5 II 



£5 5 II 



WESTCOTT. 



Cr.— II 



1902 
June 30 By Balance down 



;f s d 
3 18 3 



£3 18 3 



ACCOUNT. 



Cr.—i2 



1902 
Mar. 31 
June 30 



By Sundry Clients . . 
,, Adjustment Account' 



• • • • 



J116 

LI 



£ s d 

755 

4 14 8 
12 4 4 

/24 4 5 



Adjustment Account whenever the books are balanced. 
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DISBURSEMENTS LEDGER. 










Trial Balance, 30th June 1902. 










Dr. 




Cr. 




I 


1 

£ s 

Adjustment Account 1 


d 


£ s 
18 3 


d 



4 


Stylish & Co. .' i 




15 12 


10 


5 


Jorkins, A  




18 18 





6 


Terrier, W 




6 6 





7 


Executors, Pryde (dec.) . . . . 1 55 i 


7 






II 


Westcott, B 


3 18 


3 






\ 


£5^ 19 


10 


/58 19 


10 















With small businesses, wheje no Disbursements Ledgf:r is 
kept, the petty cash payments will be posted direct to the 
Clients' and Private Ledgers. As a rule, the transactions will 
not then be sufficiently numerous to render the employment of 
Adjustment Accounts desirable: no difficulty will, however, be 
experienced in omitting these. 

Passing on to the General Books, these consist of — 
Cash Book, 

Bills Book (or Ledger). 
CHents' Ledger, 
Private Ledger. 

As a rule, it is undesirable to employ a Journal, as its use 
would be practically restricted to what are termed " closing 
entries,*' which — ^being of a private nature — are best kept 
under lock and key. Simple transfers from one Ledger Account 
to another answer all reasonable requirements, if made in 
sufficient detail and accompanied by proper references. 

The following pro forma books record the assumed trans- 
actions of Messrs. Sharp & Telling for the half-year under 



review : 
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CLIENTS' LEDGER. 



INDEX. 



Adjustment Account 

Bjrme v. Tingle & Co., Lim. 
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Mudford Borough Council 
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Salt, Robert 
Shove & Pusher . 
Slater & Cramp . 
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BOROUGH COUNCIL. 
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CLIENTS' LEDGER. 



Trial Balance, 30th June 1902. 



Dr. 
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Sloan's Trustees 


£ s d 

75 7 9 


£ s d 


2 

3 
6 

8 


Hilldrop, Sir Jas. . . 
Watson, Septimus, re 

Pryde, Executors, A. 

Sable & Walsh, Lim. » 
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Adjustment Account . . . . t. 


104 13 I 
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390 12 




£^17 16 
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1 



The pro forma Private Ledger will now be shown. The 
reader should note the connection between the Adjustment 
Accounts in this Ledger and the corresponding Adjustment 
Accounts, in the Clients' and Disbursements Ledgers. Of 
course, these accounts can be omitted altogether, but they are 
very convenient, as assisting to keep the books accurately 
balanced, and are no trouble to keep when once the main idea 
of double-entry in each separate Ledger inter se has been 
thoroughly grasped. 
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PRIVATE LEDGER. 



INDEX. 

Balance Sheet 

Capital Account, J. Sharp 

R. Telling 
Clients' Ledger Account . . 
Costs Account 
Depreciation Account 
Disbursements Ledger Account 
Drawings Account, J. Sharp 
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CAPITAL ACCOUNT. 
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TAXES, AND INSURANCE. 
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Account, but it is suggested that as the amount originally paid is really 
be treated as Rent. 
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ACCOUNT. 
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bediK a'JjustIng outstandings, ihe Trial Balance of the 
Private Lclger is as follows: — 

PRIVATE LEEKJER. 
Tkfal Balance, 30th Jntw 1901. 



Sharp, J , Capital 

TdlJDg, R, CafHtal 

Sharp, J., Drawings .. .. ,, 175 a 

Telling, R, Drawings >75 o 

Rent, &c. . . . . .. 9 14 

Salaries 170 18 

Stationery I 14 4 

General Expenses . . 20 4 

I Leasehold Premises 846 12 

Office Furniture, &c 1 47212 

Costs ' 

Disbursemenis Ledger 58 19 i 

Clients' Ledger ., > -•- "^ 

Cash, Own Account 

,. Clients' P  



£ 3.099 ' 



isary to provide for the following outstanding 

n Partners' Capital @ 5 per cent, per annum. 

ear's Ground Rent accruing due @ ;£45 P^f 

m. 

Stationer}-, valued at ;£i$. 

'■S off Leasehold Premises. 

e Office Furniture, &c., @ 10 per cent, per 

£100 for Doubtful Debts. 

;eding Ledger Accounts these adjustments have 
id the Profit and Loss Account and Balance Sheet 
)e as follow : — 
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CHAPTER VI. 



BALANCE SHEETS, &c. 



There remain to be considered a few general questions in 
connection with the basis upon which it is desirable that the 
accounts should be prepared. 

Foremost among these comes the question as to whether, 
when preparing a Balance Sheet at any particular date, any- 
thing should be included as an asset in respect of work done 
for which no Bills have yet been delivered, or in respect of 
work done for which Bills have been delivered but no payment 
received. As a matter of finance there can be no question that 
the proper time to take credit for work done is the time when 
such work was actually performed, so long as due provision is 
made for Allowances and Bad and Doubtful Debts ; that is to 
say, it is financially sound to credit to Profit and Loss Account 
not merely the total of all the Bills delivered, but also a sum 
estimated to represent the total of the recoverable items in the 
Draft Bills of Costs undelivered, provided a sufficient sum is 
debited per contra to cover all allowances that are likely to be 
made to Clients, and all loss that is likely to be incurred 
through Bad Debts. But although this course may be per- 
missible, it does not necessarily follow that it would be prudent. 
The primary object of preparing periodical accounts at all is to 
ascertain what profits have been earned, and this chiefly with 
a view to enabling these profits to be divided among the 
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partners. It is obvious that unrealised profits cannot be divided, 
and from this point of view a Profit and Loss Account that 
ignores all Costs earned until actually received would, from some 
points of view, be more useful. As a matter of fact, many- 
Solicitors do keep their accounts upon this cash basis, treating 
nothing as profit until it has been actually received. There are, 
however, two important objections to the pure cash basis. 
The first is that in many cases cash will be received before it 
has been earned, in which case it is clearly not profit divisible; 
and, in the second place, the ignoring of outstanding accounts 
for the purpose of arriving at profits is in practice very apt to 
lead to their being ignored for the purpose of supervising col- 
lection. Both of these objections are of a weighty character, 
and upon the whole it is considered that the best course to 
pursue under all the circumstances is as follows : — 

(a) To ignore all Bills not delivered. 

{b) To debit Clients and credit Profit and Loss Account 
with all Bills delivered. 

{c) To, from time to time, maintain as a Reserve in respect 
of Costs uncollected such a sum as will represent 
all Costs delivered and outstanding, which there is 
any reasonable likelihood will not be recoyered 
within, say, the next three months. 

If this plan be adopted, it in no way interferes with the col- 
lection of outstanding accounts, nor is there any danger of 
profits being divided . so , closely up to the hilt as to cause 
•embarrassment if some of the accounts remain outstanding 
longer than had been anticipated. It need hardly be added, 
however, that although this method of computing net profits is 
recommended for prudential reasons, its absolute accuracy 
-cannot be sustained. Consequently, whenever a really accurate 
taking of the accounts is necessary (as, for example, on the 
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death or retirement of a partner, on the coming in of a fresh 
partner, or upon the respective interests of the partners in the 
profits being varied), an accurate apportionment of profits up to 
date must be made, bringing into account not merely all those 
Bills of Costs that have been delivered, but also the value of 
those that are undelivered, due provision per contra being made 
for whatever loss may be anticipated by way of Bad Debts. 

This strict apportionment under exceptional circumstances is 
necessary, not merely with a view to arriving at the actual share 
of each partner in the profits earned up to any particular date, 
but also in order to enable the value of the Goodwill at any 
particular date to be accurately computed. The Goodwill of a 
Solicitor's practice naturally varies according to the nature of 
the connection, and especially as to whether or not it is of a 
personal character, but under normal circumstances it may be 
taken as being equal to the net profits of the three preceding 
years, after charging Interest on Capital employed at 5 per cent, 
per annum ; and for the purpose of arriving at the profits of the 
tliree preceding years it is necessary to make an accurate appor- 
tionment of matters in progress at the commencement and at the 
end of that period, as the amount received from Clients in pay- 
ment of Bills of Costs may be an entirely different thing from 
the amount of Fees earned during the period. 

A source of income which has so far been left unmentioned is 
the receipt of Premiums upon Articles of Clerkship. With 
some firms these premiums are regarded as personal matters, and 
as belonging to the Principal to whom the clerk has been 
articled. In such cases no entry whatever becomes necessary 
in the books of the firm. More generally, however, all 
Premiums received are treated as part of the earnings of the 
firm, the general custom being to credit them to Profit and Loss 
Account during the period in which they have been received. 
This practice, however, is incorrect, as income should be 
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credited, not when received but when earned, and it cannot be 
said that the whole Premium has been earned as soon as the 
Articles have been signed. The proper plan is to assume that 
during the first half of the Articles special attention has to be 
given to the pupil, and that the Premium has been paid in 
respect of this special attention : during the second half of the 
Articles, the pupil should be more useful in the office, so that 
the latter period will thus indirectly also benefit by the Articles. 
It is recommended, therefore, that Premiums received be posted 
to the credit of a Premiums Account in the Private Ledger, and 
one-fifth of the amount so received credited half-yearly to Profit 
and Loss Account. 

Many Solicitors are Commissioners of Oaths, and in that 
capacity receive a considerable number of small fees for 
affidavits and declarations. Some also are Notaries, and these 
will receive further sums from that source. Here, again, it is a 
common custom for each partner to regard such fees as his own 
personal earnings which need not be accounted for to the firm, 
and in that case no entries need occur in the books. If, how- 
ever, Commissioners' Fees, &c., are regarded as income of the 
firm, it is very undesirable that they should be handed over to 
the Petty Cashier, as there is no means of verifying his receipts 
if he is allowed to receive money by any other means than by 
cheque drawn upon the firm's bankers. A better plan is for 
such fees to be deposited in a locked box, and for the contents 
of this box to be taken out, say, monthly, counted, and 
handed over to the Cashier, and by him paid into the firm's 
banking account. The only entry necessary in the books is 
one of the monthly total of fees received upon the debit side 
of the Cash Book, which may be posted to the credit of an 
account headed " Commissioners' Fees, &c.," in the Private 
Ledger, and thence transferred half-yearly to the credit of 
Profit and Loss Account. 
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It will be observed that throughout this handbook it has been 
assumed that a Solicitor's books are balanced half-yearly. As 
a matter of fact most firms do not prepare a Balance Sheet 
more th^ once a year; but inasmuch as the additional work 
involved in balancing is very small — far less than in the case of 
a trader or manufacturer, who has to take stock — ^it is recom- 
mended that the books be always balanced once every six 
months, so that the partners may have the benefit of having a 
reliable statement of their position placed before them at these 
shorter intervals of time. 

As to the audit of Solicitors' Accounts, attention has already 
been drawn to the recommendation of the Special Committee 
of the Incorporated Law Society that in all Trusts of any magni- 
tude or complexity it is very desirable that the accounts should 
be periodically audited. The system of accounts described in 
the course of this handbook will readily enable this to be done 
in the case of each separate Trust without any disclosure 
being made of details relating to other matters; but although 
it is thus possible for the accounts of each separate Trust 
Estate to be separately audited, if need be by a different 
Auditor, it must not be supposed that this obviates the 
desirability — and, indeed, necessity — of the Solicitor's own 
accounts being submitted to a similar examination. Solicitors 
are generally far too busy to themselves pay any attention .to 
the details connected with their accounts, while as a rule their 
knowledge of such matters would be insufficient to protect them 
against the devices of a fraudulent cashier. There is thus at 
least as much advantage to be expected from the audit of 
Solicitors' accounts as from the audit of the accounts of any 
other business man, while the magnitude of the sums involved, 
and the necessity of these being to no small extent left in the 
hands of subordinates, further emphasises the need for caution. 
Again, in the case of all but the largest firms, it may be pointed 
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out that Solicitors' bookkeepers are usually selected for their 
knowledge of the routine in a Solicitor's office and their ability 
to prepare Bills of Costs, rather than for any special ability in 
the keeping and framing of accounts generally. It follctws there- 
fore that in many cases, if reliable Balance Sheets and Profit 
and Loss Accounts are to be periodically prepared, with a view 
to adjusting the position of partners inter sc, such accounts must 
of necessity be compiled by professional Accountants called in 
for that purpose. 

It is not thought necessary in a handbook of this descripiion 
to describe in detail the exact nature and extent of the audit 
under all conceivable sets of circumstances. It may be pointed 
out, however, in general terms that no audit can be regarded 
as altogether satisfactory which does not at all events include 
an examination of the Draft Bills of Costs and a careful and 
detailed verification of the Cash Book and Petty Cash Book, 
not merely as regards payments, but also as regards receipts. If 
the system advocated in these pages be followed, however, an 
effective audit need never be so extensive a matter as to involve 
any serious expense; while in the long run there can be no 
question that whatever expense in reason may be involved will 
be found really to have been money saved. 

Finally, it is recommended that, except in the case of those 
Trust matters where the Trustees or beneficiaries employ their 
own Auditors, the firm's Auditors should be required to periodi- 
cally certify to all Clients leaving money or securities in the 
Solicitor's hands that matters are in order. There can be no 
question that, even where no such certificate has been asked for, 
its production would be greatly appreciated; while from many 
points of view it is desirable that such a certificate should be 
given voluntarily, rather than in reply to an express request. 
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COUNTY COURT WORK. 



The system of accounts described in the body of this hand- 
book will be found to answer all the usual requirements of a 
Solicitor's office. Occasionally, however, a Solicitor will hold 
an appointment under which he has a considerable amount of 
debt-collecting to do on behalf of a Society or other important 
Client, such debts being to a large extent recovered through the 
County Court by weekly or monthly instalments. It is recom- 
mended that the whole of these transactions should be kept 
apart from the general books, as though they related to a 
separate Trust matter, and the following books are 
suggested : — 

Cash Book (with special banking account). 

Petty Cash Book. 

County Court Ledger. 

General Ledger. 

As a rule, the Client will have deposited with the Solicitor 
a sufficient sum to cover out-of-pockets ; but, if not, the 
Solicitor should arrange for this special banking account to be 
overdrawn occasionally, or else put it in funds by paying in, say, 
^^o from his own banking account, and charge it up in his 
books to the debit of the Client as an advance. 

The form of County Court Ledger reconmiended is given over- 
page. It will be seen that it provides two accounts on each 
folio, one to record the transactions between the Solicitor and 
the debtor, and the other to record the transactions between the 
Solicitor and his Client in respect of that particular debt. The 
pro forma transactions entered below will, it is thought, 
sufficiently explain the working of the system advocated. 
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APPENDIX. 77 



CASH JOURNALS. 



This handbook would not be complete without some reference 
to the '' Cash Journal " system, which is very general among 
the profession, and is commonly known as " Kain's system " of 
bookkeeping. The main principle underlying this system is that 
only one book of first entry is employed for all transactions — 
namely, the Cash Journal — ^but by the addition of various 
columns these transactions are analysed so as, to a large extent, 
to do away with the necessity of detailed postings into the 
Ledger. The usual form of Cash Journal is given on the 
following page. It will be seen that it provides debit and credit 
columns for Cash, for Bank, and for Nominal Accounts, as well 
as a further column upon each side for the record of items which 
must be posted in detail to the Ledgers. 

Although this system is so largely used, it is suggested that, 
except in the case of quite small practices, its employment is 
attended by serious disadvantages. In the first place, unless all 
the transactions pass through one person, it becomes practically 
impossible to record them as they occur in the Cash Journal in 
chronological order, and unless they are so recorded one of the 
chief advantages of the system is at once lost. Moreover, the 
accuracy of the system depends entirely upon the various entries 
being recorded in the proper columns. There is thus a risk of 
inconvenient mistakes arising, and also a serious risk of fraud on 
the part of the cashier. For example, if Cash received is 
entered on the debit side of the Office Expenses column, instead 
of in the Cash column, it may be abstracted by the Cashier, and 
the books still balance. Such a mistake is not likely to be dis- 
covered, unless a very detailed examination of the Cash Journal 
is made; while, even if discovered, it can hardly be regarded 



78 



APPENDIX. 



.J 
< 

o 
•— » 

(/) 

o 



onoj 1 










(0 

u 


(A 


£ s d 
300 

500 
30 

600 

25 
165 












^. 

•H 


en 

00 


o 

m 
o 


73 00 - 
tfi vo 

. . IH • • • 

N lN.rn ' 
^4} HI m CO 


00 

vo 
vS 

HI 


00 

VO 
N 

VO 

HI 


00 

vo 

c» 
«o 

M 


1 

u 


•000 000 
(fl 000 

. >H • .... . . . 

• . • ..*. . -. • 

<N+? m 1^ 0\ 8 IH ■* 
N ■* vo 





M 

S8^ 

m" 





M 

M 


• 
• 


c 


•Q 00 

" . . . . .... 2 ....... ° . 

00 Q " 

^ "2 





HI • 

00 

•H 
M 





00 

M 

•H 





HI 

00 


Debits 


^ 

S 

n 


-o 

ta 

 • • • •■■••••••■■• 






HI 

Ooo 






•H 

CO 

M 
HI 


• 


.a 
u 


T) 00 
Cfl C 

• • M**.. . a.. .. 

• • •••. . •.. .. 

v^jO 8 en S « ^ 





IH 

M 






M 

vq 

M 





8^ 


u 

IS 
O 


73 
cfl 

v^* ' ' ' 2 


000 

OVO 

« 

HI ID 

HI 


00 
vo 

vS 

M 


• 


(U c 

-c o 
v O 


£ s d 

• • 

250 
478 10 

1716 8 
53 
18 10 

600 

40 
25 

• • 

100 
900 


00 •* 
vo en 

HI 
MOO 

«n 

M 






M 


• 


1 oiioj 1 


c 


V 



c 

ji 


*Hi 


1 
Date Particulars 


1900 

Sept. I Received from CD 

„ ' Paid for CD., Amount of Deposit . . 
„ Received from A. B. for advance to CD. 
„ Paid for CD 

3 Received Debt due E. F., £30, and 

Costs {"2 lOS 

1, Paid Cash to Bank 

„ Bill of Costs to J. K 

„ Costs against CD 

4 Received from Executors of G. H. . . 
„ Placed on Deposit for Executors ot G.H. 
„ Received on account of Costs. . 

„ Petty Cash Disbursements 

5 1 Drew for Private Expenses . . 

„ 1 Agents advise receipt of £25 from K, C 
„ ' Received on account of Agents' Costs 
„ , Remitted Cheque to Agent 
„ , Costs delivered to Executors of G. H. 




• 
• 

• 
• 










^ 



APPENDIX. 79 

as evidence of intent to defraud, seeing that such an error might 
quite conceivably be committed inadvertently. It is therefore 
recommended that this system be never employed, except where 
one of the principals can himself keep the Cash Journal, and 
even then the Auditor will require to examine it very carefully, 
with a view to seeing that the important distinction between the 
various columns has been observed. 

There is, of course, nothing to prevent the Cash Journal being 
so amplified as to provide columns for a special banking 
account for Clients' moneys ; but a book with ten or more money 
columns is somewhat inconvenient in practice, as it fails to 
clearly show the nature of each separate transaction. Moreover, 
such books require to be very carefully kept, if error is to be 
avoided, and will in practice be found to necessitate the employ- 
ment of a more highly-trained bookkeeper than is likely to be 
available in a comparatively small Solicitor's office. In larger 
offices the number of the transactions occurring makes it quite 
impossible to employ only one book of first entry, as it would be 
quite impossible for a sufficient number of bookkeej>ers to be 
employed upon the books at the same time to enable them to be 
kept properly up to date. Upon the whole, therefore, the Cash 
Journal system is not recommended, except in quite small offices 
where the books can be kept by one of the principals himself. 

Agency Business. — 

So far no mention has been made of Agency business. The 
omission has, however, been intentional, as it is thought best 
not to complicate the pro forma accounts wnth too much detail. 

The necessary entries in connection with agency business 
may be made in -either of the following ways : — 

When Clients' work is entrusted to Agents a note should at 
once be made on the Draft Bill of Costs, so that the necessary 
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charges may not be lost sight of. When the Agent's Bill comes 
in, it should be entered in the Disbursements Ledger to the 
debit of " Agency Account " and to the credit of the Agent. 
It should also be analysed, and the full sums chargeable against 
each Client debited to him through the Disbursements Journal 
and credited to " Agency Account." The credit balance on the 
" Agency Account " will then show the profit of this work. 

By the above method the Agency Charges are treated as a 
" disbursement." If it be desired to treat them as " costs," they 
should be entered up in the Draft Bill of Costs in the ordinary 
way from the Agent's Account, and in that event^no entry need 
be made in the Disbursements Journal debiting the Client and 
crediting " Agency Account." In that case the debit balance of 
" Agency Account " should, at balancing times, be transferred to 
the debit of " Costs Account " in the Private Ledger. 

When the Solicitor acts as agent for another Solicitor, the 
latter should be treated as an ordinary Client, the transactions 
being upon precisely the same footing as when legal work is 
done for one of the general public, save, of course, that a reduc- 
tion is made from the usual charges. 

Rent and Insurance Accounts. — 

Many Solicitors undertake the collection of Rents, and act as 
agents for Fire and Life Insurance Offices. The bookkeeping in 
connection with these transactions has been already fully 
described in the author's "Auctioneers' Accounts" ("Account- 
ants' Library," Vol II.), and need not therefore be repeated 
here. 
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